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State of Utah Management’s Discussion and Analysis Fiscal Year Ended June 30, 2007

INTRODUCTION

Thefollowing is adiscussion and analysis of the State of Utah’s financial performance and position, providing an overview of the
State’ sactivitiesfor the fiscal year ended June 30, 2007. Please read it in conjunction with the transmittal letter in the Introductory
Section of this report and with the State's financial statements that follow this section.

HIGHLIGHTS

Government-wide

e The State'stotal net assetsincreased $1.972 billion or 14.1 percent over the prior year. Net assets of governmental activities
increased $1.718 billion or 14.4 percent due to astrong economy and active resource management. Net assets of business-type
activities also grew significantly, increasing by $254.3 million or 12.3 percent, primarily due to revenues from employers
unemployment premiums exceeding benefit payments for the third consecutive year.

Fund Level

¢ Combined tax revenueswere 2.1 percent higher in the General Fund and 11 percent higher in the Education Fund thanthe prior
year. Overall, salestax revenues grew by 10.6 percent. However, the Legislature reduced the salestax rate on unprepared food
by 2 percent and diverted additional salestax revenuesto fund highway projects. Thus, salestax revenue in the General Fund
grew by only 2.2 percent. The State’ s economic slowdown in fiscal years 2002 and 2003 and subsequent improvement in fiscal
years 2004 through 2006 was similar to the trend of the national economy. However, in fiscal year 2007, Utah’s economic
expansion was above that of the national economy.

e TheGenera Fund and Uniform School Fund ended thefiscal year with “surplus’ from unreserved and undesignated sources of
$64.8 million and $176.9 million, respectively. Balancesin the General Fund Budget Reserve Account (“Rainy Day Fund”) and
the Education Budget Reserve Account are at an all time high of $170.6 million and $142.8 million respectively, asaresult of
appropriationsto these funds authorized by the Legislature. In addition, by law, $22.1 million of the surplusin the General Fund
was transferred to the newly created Disaster Recovery Restricted Account.

Long-term Debt
e The State's long-term bonded debt decreased a net $174.6 million or 4.5 percent through payment of principal balances on
outstanding debt. No new general obligation bonds or revenue bonds were issued.

OVERVIEW OF THE FINANCIAL STATEMENTS

Thisreport includesthe State’ sBasic Financial Statements, Required Supplementary Information, and Supplementary | nformation.
The Basic Financial Statements include three components: government-wide financial statements, fund financial statements, and
notes to the financial statements.

Gover nment-wide Statements— Reporting the State asa Whole

The Statement of Net Assetsand the Statement of Activities beginning on page 27 together comprise the gover nment-wide financial
statements. These statements provide a broad overview of the State’ s finances as awhole with along-term focus and are prepared
using the full-accrual basis of accounting, similar to private-sector companies. Thismeansall revenuesand expensesare recognized
regardless of when cashisreceived or spent, and all assetsand liabilities, including capital assetsand long-term debt, arereported at
the entity level.

The government-wide statementsreport the State’ s net assets— the difference between total assetsand total liabilities—and how they
have changed from the prior year. Over time, increases and decreases in net assets measure whether the State’s overall financial
condition is getting better or worse. In evaluating the State’ s overall condition, however, additional non-financial factors should be
considered such as the State's economic outlook, changes in its demographics, and the condition of its capital assets and
infrastructure. The government-wide statements report three activities:

Governmental Activities—Most of the State’ sbasic servicesfall under thisactivity including education, transportation, public safety,
courts, corrections, health, and human services. Taxes and federal grants are the major funding sources for these programs.

Business-type Activities— The State operates certain activities much like private-sector companies by charging feesto customersto

cover all or most of the costs of providing the goods and services. Student loans, unemployment compensation, water project loan
programs, and liquor sales are examples of business-type activities.
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Component Units— A number of entities arelegally separate from the State, yet the State remains financially accountable for them.
Colleges and Universities, Utah Housing Corporation, and Utah State Fair Corporation are examples of component units.

Fund Financial Statements— Reporting the State’'s M ost Significant Funds

The fund financial statements beginning on page 32 provide detailed information about individual major funds, not the State asa
whole. A fund isagroup of related accountsthat the State usesto keep track of specific resourcesthat are segregated for a specific
purpose. Somefundsare required by law to exist, while others are established internally to maintain control over aparticular activity.
All of the State's funds are divided into three types, each of which uses a different accounting approach.

Governmental Funds — Most of the State’s basic services are accounted for in governmental funds and are essentially the same
functionsreported as governmental activitiesin the government-wide statements. Governmental fundsusethe modified accrual basis
of accounting, which measures the flow of current financial resourcesthat can be converted to cash and the balances | eft at yearend
that are available for future spending. This short-term view of the State’ s financial position helps determine whether the State has
sufficient resources to cover expenditures for its basic servicesin the near future.

Proprietary Funds — Proprietary funds include enterprise funds and internal service funds and account for state activities that are
operated much like private-sector companies. Like the government-wide statements, proprietary fund statements are presented using
thefull-accrual basis of accounting. Activitieswhose customers are mostly outside of state government (e.g., water project loansto
local governments) are accounted for in enterprise funds and are the same functions reported as business-type activities. Thus, the
enterprise fund financial statements reinforce the information reported for business-type activities in the government-wide
statements, but provide more detail and additional information, such as cash flows. Activitieswhose customersare mostly other state
agencies (e.g., motor pool) are accounted for ininternal service funds. Theinternal service fund activitiesare consolidated with the
governmental activitiesin the government-wide statements because those services predominantly benefit governmental rather than
business-type activities.

Fiduciary Funds— Fiduciary fundsaccount for assetsthat, because of trust relationships, can be used only for trust beneficiaries. The
State isresponsible for ensuring these assets are used for their intended purposes. Fiduciary funds use full-accrual accounting, but
are not included in the government-wide statements because their assets are not available to finance the State’s own programs.

Reconciliation between Gover nment-wide and Fund Statements

The financial statements include schedules on pages 34 and 38 that reconcile and explain the differences between the amounts
reported for governmental activities on the government-wide statements (full-accrual accounting, long-term focus) with amounts
reported on the governmental fund statements (modified accrual accounting, short-term focus). Thefollowing are some of themajor
differences between the two statements:

e Capital assets and long-term debt are included on the government-wide statements, but are not reported on the governmental
fund statements.

e Capital outlay spending resultsin capital assets on the government-wide statements, but are expenditures on the governmental
fund statements.

e Bond proceedsresult in ligbilities on the government-wide statements, but are other financing sources on the governmental fund
statements.

e Certain tax revenuesthat are earned but not yet available are reported as revenue on the government-wide statements, but are
deferred revenue on the governmental fund statements.

Notesto the Financial Statements
The notes beginning on page 58 provide additional schedules and information that are essential to acompl ete understanding of the
financial statements. The notes apply to both the government-wide financial statements and the fund financial statements.

Required Supplementary Information (RSI)

Following the Basic Financia Statements are budgetary comparison schedules for major funds with legally adopted budgets and
condition assessment data related to infrastructure. In addition, the RSI includes schedules on the funded status and employer
contributions for the State’ s defined benefit Other Postempl oyment Benefit Plan. RSI further supportsthe information in the basic
financia statements.

Supplementary I nformation

Supplementary Information includes combining statements for the State's nonmajor governmental, nonmgjor proprietary and
fiduciary funds and for nonmajor discretely presented component units. This section also includes schedules which compare
budgeted expendituresto actual results at thelegal level of control, whichisgenerally thelineitem|evel of the Appropriation Acts.
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FINANCIAL ANALYSISOF THE STATE ASA WHOLE

Net Assets

The State' stotal net assets increased $1.972 billion or 14.1 percent in fiscal year 2007. In comparison, net assets in the prior year
increased $1.864 billion or 15.3 percent. Thisincrease in net assets resulted from a strong economy and the active management of
state resources. Approximately $726.9 million of the increase was in net capital assets as the State’ s investment in highways and
buildings exceeded depreciation and no additional debt was used to finance projects. Total restricted net assets increased $859.4
million or 24.4 percent over the prior year. The $664.3 million increase in restricted net assets of governmental activities was
primarily dueto anincrease of $351.6 million in expendable net assets for public education asaresult of increased individual income
and corporate tax revenues. Also, nonexpendabl e net assets for public educationincreased $232.9 million asaresult of anincreasein
net earningsin the permanent Trust Lands Fund. Restricted net assetsin business-type activitiesincreased $195 million primarily due
to unemployment compensation revenues exceeding related claims by $150.9 million. Theincrease of $307.3 millionin unrestricted
net assets of governmental activitieswas primarily dueto anincreasein the unrestricted carry-forward balancesin the General Fund
and other governmental funds of $190.6 million and $110.6 million, respectively. Theincrease of $78.3 million in unrestricted net
assets of business-type activitieswas the result of normal operationsand isprimarily dueto the State providing additional capital to
the loan funds from mineral lease revenues and sales taxes. Net assets of business-type activities generally can be used only to
finance the on-going operations of business-type activities.

State of Utah
Net Assets as of June 30
(Expressed in Thousands)

Governmental Business-type Total Primary
Activities Activities Gover nment
2007 2006 2007 2006 2007 2006

Current and Other Asséts............ $ 5450206 $ 4356335 $ 4564541 $ 4,294237 $ 10,014,747 $ 8,650,572
Capital ASSELS .....oveevecieeene 10,878,861 10,247,267 52,462 66,974 10,931,323 10,314,241

Total ASSELS ..o 16,329,067 14,603,602 4,617,003 4,361,211 20,946,070 18,964,813
Current and Other Liabilities ..... 841,033 692,891 45,937 47,057 886,970 739,948
Long-term Liabilities ................. 1,815,220 1,955,484 2,251,886 2,249,277 4,067,106 4,204,761

Total Liabilities................. 2,656,253 2,648,375 2,297,823 2,296,334 4,954,076 4,944,709
Net Assets:

Invested in Capital Assets,

Net of Related Debt ............ 9,465,667 8,719,751 13,008 32,068 9,478,675 8,751,819
Restricted ........coeoveeneeieenn. 3,043,599 2,379,269 1,334,737 1,139,691 4,378,336 3,518,960
unrestricted ........cccveveiinennne 1,163,548 856,207 971,435 893,118 2,134,983 1,749,325

Total Net Assets......coeueeee $ 13672814 $ 11955227 $ 2,319,180 $ 2,064,877 $ 15991994 $ 14,020,104

Percent change in total net
assets from prior year ................. 14.4 % 123 % 141 %

Thelargest component of the State’ s net assets, 59.3 percent, reflectsinvestmentsin capital assets (e.g., land, buildings, equipment,
roads, and other infrastructure) less the outstanding debt issued to finance those assets. As capital assets, these resources are not
availablefor future spending, nor can they be readily liquidated to pay off their related liabilities. Resources needed to repay capital-
related debt must be provided from other sources.

Restricted net assets comprise 27.4 percent of total net assets and are subject to constitutional, legal, or external constraints on how
they can be used. Net assetsthat are restricted by the Constitution of Utah include income and corporate taxesthat can be used only
for public and higher education costs and motor fuel taxes that can be used only for transportation expenses.

The remaining balance of unrestricted net assets may be used to meet the State’s ongoing obligations, though certain laws and
internally imposed designations of resources further limit the purposes for which many of those net assets may be used.

The following schedule and charts summarize the State’ s total revenues, expenses, and changes in net assets for fiscal year 2007.
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State of Utah
Changes in Net Assets
for the Fiscal Year Ended June 30
(Expressed in Thousands)

Total
Governmental Business-type Total Primary Percentage
Activities Activities Government Change
2007 2006 2007 2006 2007 2006 2006 to 2007
Revenues
General Revenues:
TAXES cveverenieriereetet ettt ere st evees e e e eaeas $ 5885196 $ 5470916 $ 25440 $ 14,875 $ 5910,636 $ 5,485,791 7.7 %
Other General Revenues 179,503 124,939 877 308 180,380 125,247 44.0 %
Program Revenues:
Charges for Services ..........ccoevevererenncenccnnens 732,481 705,095 597,727 589,104 1,330,208 1,294,199 2.8 %
Operating Grants and Contributions ............. 2,769,644 2,744,231 138,252 109,140 2,907,896 2,853,371 1.9 %
Capital Grants and Contributions .................. 122,939 100,519 — — 122,939 100,519 22.3 %
Total Revenues 9,689,763 9,145,700 762,296 713,427 10,452,059 9,859,127 6.0 %
Expenses
General Government 328,779 289,749 — — 328,779 289,749 13.5 %
Human Services and Youth Corrections ...... 634,265 595,337 — — 634,265 595,337 6.5 %
Corrections, Adult .........cccevveieieininininens 237,305 208,922 — — 237,305 208,922 13.6 %
Public Safety .......cocoovevvveiiriniiciecccee 172,912 182,042 — — 172,912 182,042 (5.00%
Courts 115,811 109,180 — — 115,811 109,180 6.1 %
Health and Environmental Quality ............... 1,620,936 1,635,544 — — 1,620,936 1,635,544 0.9%
Higher Education ...........cccoeueee. 824,503 810,228 — — 824,503 810,228 1.8 %
Employment and Family Services 393,938 405,845 — — 393,938 405,845 2.9%
Natural Resources ..........ccoceevene. . 174,711 133,441 — — 174,711 133,441 30.9 %
Community and Culture ...........cccoeeevreennne 108,110 84,843 — — 108,110 84,843 27.4 %
Business, Labor, and Agriculture ................. 92,441 90,573 — — 92,441 90,573 21 %
Public Education ...........cccceeuee . 2,548,391 2,321,139 — — 2,548,391 2,321,139 9.8 %
Transportation ................ . 702,833 640,251 — — 702,833 640,251 9.8 %
Interest on Long-term Debt ... . 64,019 70,345 — — 64,019 70,345 9.0)%
Student Assistance Programs ..............c..c..... — — 174,220 152,895 174,220 152,895 13.9 %
Unemployment Compensation — — 97,692 102,476 97,692 102,476 4. 7%
Water Loan Programs ............... — — 13,042 6,560 13,042 6,560 98.8 %
Other Business-type Activities — — 176,261 155,265 176,261 155,265 13.5%
Total Exp 8,018,954 7,577,439 461,215 417,196 8,480,169 7,994,635 6.1 %
Excess Before Transfers ........cccccocevevererinennnns 1,670,809 1,568,261 301,081 296,231 1,971,890 1,864,492
Transfers ......cccoeeeveirinenicecccesereeeee 46,778 (19,013) (46,778) 19,013 — —
Change in Net Assets ..... . 1,717,587 1,549,248 254,303 315,244 1,971,890 1,864,492
Net Assets — Beginning as Adjusted ................. 11,955,227 10,405,979 2,064,877 1,749,633 14,020,104 12,155,612
Net Assets — Ending $ 13,672,814 $ 11,955,227 $ 2,319,180 $ 2,064,877 $ 15,991,994 $ 14,020,104 141 %

STATE OF UTAH TOTAL REVENUES - FY 2007 STATE OF UTAH TOTAL EXPENSES - FY 2007
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Changesin Net Assets

This year the State received 56.5 percent of its revenues from state taxes and 29 percent of its revenues from grants and
contributions, mostly fromfederal sources. Inthe prior year, state taxes accounted for 55.6 percent and grants and contributions
were 30 percent of total revenues. Charges for goods and services such as licenses, permits, liquor sales, park fees, and court
fees, combined with other miscellaneous collections, comprised 14.5 percent of total revenuesin fiscal year 2007, compared to
14.4 percent in fiscal year 2006.

Governmental Activities

The State's total governmental revenues from all sources increased $544.1 million or 6 percent. Tax revenues increased $414.3
million or 7.6 percent. Thisincrease in taxes reflects strong economic conditions and is similar to the increase at the fund level.
However, dueto differencesin measurement focusand timing of collections, theincrease at the government-widelevel should not be
used to predict futureincreases at the fund statement or budget level. Other significant changesin governmental activities revenues
and expenses mirror the changes in the General Fund at the fund level. For further discussion of these changes, see the section
entitled “ General Fund” on page 19.

Thefollowing table showsto what extent the State’ sgovernmental activitiesrelied ontaxesand other general revenuesto cover all of
their costs. For fiscal year 2007, state taxes and other general revenues covered 54.8 percent of expenses. The remaining $3.625
billion or 45.2 percent of thetotal expenseswere covered by chargesfor servicesand grants. Although federal mineral leaserevenue
decreased $10.9 million from arecord high in fiscal year 2006, it was still the largest single factor that caused program revenuesto
exceed program expenses by $20.1 million in the general government function.

State of Utah
Net Cost of Governmental Activities
for the Fiscal Year Ended June 30
(Expressed in Thousands)

Less Net Program Revenues
Program Program Program as a Per centage of
Expenses Revenues Costs Program Expenses
2007 2007 2007 2006 2007 2006
General GOVErNMENt ........oveveerereirereininiienes $ 328779 $ (348851 $ (20,072) $ (41,766) 106.1 % 1144 %
Human Services and Y outh Corrections......... 634,265 (286,997) 347,268 308,743 45.2 481 %
Corrections, AdUlt .........ccovvvereeinineeicniinns 237,305 (4,634) 232,671 203,915 20 24 %
PUDITC SAfEY ....ovvereeeeiiirireec e 172,912 (101,120) 71,792 80,009 58.5 56.0 %
COUMS ..ttt 115,811 (46,815) 68,996 61,246 404 439 %
Hesalth and Environmental Quality ................. 1,620,936 (1,225,847) 395,089 369,979 75.6 774 %
Higher Education ...........ccccccevveninenee 824,503 (2,360) 822,143 808,692 0.3 02 %
Employment and Family Services.................. 393,938 (330,415) 63,523 52,677 83.9 87.0 %
Natural RESOUICES .......covveeeererecreenae 174,711 (110,612) 64,099 47,404 63.3 64.5 %
Community and CUlture ..........ccccveeevrvennnnne. 108,110 (44,095) 64,015 44,275 40.8 478 %
Business, Labor, and Agriculture.................... 92,441 (74,522) 17,919 17,499 80.6 80.7 %
Public EQUCELION ........cccoovrvieeiceiieiecceeee 2,548,391 (565,759) 1,982,632 1,814,182 22.2 21.8 %
Transportation .........cccceevveeecenenene 702,833 (483,037) 219,796 190,394 68.7 70.3 %
Interest on Long-term Debt ............ 64,019 — 64,019 70,345
Total Governmental Activities $ 8018954 $ (3,625064) $ 4,393,890 $ 4,027,594 452 % 46.8 %

Business-type Activities

Revenues from the State's business-type activities increased $48.9 million or 6.9 percent from the prior year. The increase is
primarily due to a $32.2 million increase in investment income, and a $10.6 million increase in tax revenues in the Water Loan
Programs. Total expensesfor the State’ s business-type activitiesincreased $44 million, or 10.6 percent. Theincreasewaslargely due
to interest expense increasing $35.1 million in the Student Assistance Programs, as a result of rising bond interest rates and bond
related fees.

All of the State’ s business-type activities operate from program revenues, except for the Water Loan Programs and the Agriculture
Loan Fund that by law receive dedicated sales taxes and the Community Impact Loan Fund that receives federal mineral lease
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revenuesto provide additional capital for loans. Accounting standards require unempl oyment taxesthat are collected from employers
and deposited in the Unempl oyment Compensation Fund to be reported as chargesfor servicesrather than taxes. Therefore, taxesin
the business-type activities are comprised entirely of sales taxesin the water and agriculture loan programs.

FINANCIAL ANALYSISOF THE STATE'SGOVERNMENTAL FUNDS

Fund Balances

At June 30, 2007, the State’' s governmental funds reported combined ending fund balances of $4.022 hillion. Of thisamount, $1.97
billion or 49 percent isreserved for specific programs by state law, by external constraints, or by contractual obligations. Unspent
bond proceeds, balances of restricted accounts, and agencies nonlapsing balances are included in reserved fund balance. An
additional $1.629 billion or 40.5 percent of total fund bal ances has been designated through internally imposed limitations on uses of
certain funds. Note 11 on page 97 provides more details about reserved and designated fund balances at June 30, 2007. The
remaining $422.4 million or 10.5 percent of fund balance is available for appropriation for the general purposes of the funds.

State of Utah
Governmental Fund Balances as of June 30, 2007
(Expressed in Thousands)

Uniform Transpor- Transportation — Trust

General Education School tation Investment Lands Nonmajor
Fund Fund Fund Fund Fund Fund Funds Total
RESENVED ... $ 411600 $ — $ 102200 $ 5128 $ 110891 $ 983881 $ 310,350 $ 1,970,207
Unreserved Designated .............. 603,165 566,672 372,577 49,787 18,917 — 17,801 1,628,919
Unreserved Undesignated .......... 64,807 — 176,947 225,945 — — (45,045) 422,654
Total oo $1,079572 $ 566672 $ 651,724 $ 327017 $ 129808 $ 983881 $ 283106 $ 4,021,780
Percent change from prior yeer .. 242 % 63.9 % 9.2 % 55.8 % (10.0)% 31.0% 10.3 % 26.7 %

General Fund

During fiscal year 2007, the General Fund’stotal fund balance increased $210.4 million or 24.2 percent. Thisincrease wasduein
large part to salestax revenues coming in $51.3 million greater than budgeted and to $223.6 million being set asidein the budget and
designated by the Legislature for fiscal year 2008 appropriations. In contrast, the Legislature designated $155.5 million for fiscal
year 2007 appropriationsin the prior year.

The General Fund ended fiscal year 2007 with a“surplus’ from unreserved and undesignated sources of $88.4 million. State law
normally requires 25 percent of the “surplus’ to be transferred to the General Fund Budget Reserve Account (“Rainy Day Fund”).
However, state law limitsthe combined total s of the General Fund Budget Reserve Account and Education Budget Reserve Account
to 6 percent of combined appropriationsfrom certain funds. At fiscal 2007 yearend, the combined total sexceeded the 6 percent limit.
As aresult, no surplus transfer was made to the General Fund Budget Reserve Account; however, the Legislature appropriated
almost $32 millioninfiscal year 2007 to the account, resulting in an increase to designated fund balance. In addition, the Legidature
created the Disaster Recovery Restricted Account, effective for fiscal year 2007, to fund state costs directly related to a declared
disaster. According to state law, this fund receives 25 percent of the surplusin the General Fund after any surplus transfer to the
Genera Fund Budget Reserve Account. As aresult, $22.1 million was transferred to the Disaster Recovery Restricted Account,
increasing designated fund balance. An additional $1.5 million was carried forward by law for other purposes as designated for
specific appropriation in 2007. The General Fund ended the year with $64.8 million in unreserved/undesignated fund balance.
Miscellaneous changes resulting from other designated and reserved sources account for the remaining changein fund balance. The
General Fund Budget Reserve Account ended fiscal year 2007 with a balance of $170.6 million.

Total General Fund revenuesincreased $53.4 million or 1.2 percent fromthe prior year. Total tax collectionsincreased $43.1 million
or 2.1 percent. The major positive change in tax revenues was sales tax, which increased $39.7 million or 2.2 percent, aresult of
Utah' scontinued strong economy. The growth in salestax revenue would have been much higher except that the Legidature reduced
the sales tax rate on unprepared food by 2 percent, effective January 1, 2007, and diverted additional sales tax revenue to fund
transportation projects, as discussed in the section entitled “ Transportation Investment Fund” on page 21. Investment incomewasthe
largest singlefactor in increasing non-tax revenuesfor the fiscal year, asinvestment incomeincreased $47.4 million or 100.8 percent
due to afavorable interest rate environment the past year. Charges for services increased $11.5 million or 4.5 percent, driven by
demand for services. Theincreasein revenueswere offset by adecreasein federal contracts and grants of $41 million or 2.2 percent
and a decrease in federal mineral lease revenues of $10.9 million or 6.9 percent.
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Total General Fund expendituresincreased by $164.2 million or 3.8 percent. Theincrease was duein part to a 3.5 percent cost-of-
living adjustment provided for state employees, and a 2.3 percent increase for employee benefits. In addition, the General Fund
expendituresincreased in part dueto funding of other postempl oyment benefits of $42.8 million, beginning in fiscal year 2007. See
also Note 17 beginning on page 107. Significant changes in expenditures also occurred in the following areas:

e General Government —Total expendituresin this category increased $42.2 million. In addition to salary and benefit increases,
additional funding was provided for the Governor’s economic development plan, a new science and technology initiative
(USTAR), and tourism marketing.

e Human Servicesand Youth Corrections— Total expendituresin this category jumped $33 million dueto increased funding and
demand for substance abuse and mental health services, people with disabilities, and child and family services.

e Higher Education—Total expendituresin this category were up $32.8 million, primarily dueto salary increases, rateincreases
for retirement and health insurances, increased fuel and power costs, and increases in student financial aid.

e Natural Resources— Total expendituresin this category were up $30.5 million, primarily due to an increase in capital budget
expendituresin Parks and Recreation and Wildlife Resources.

Budgetary Highlights— General Fund

The Legislature adopted the initial fiscal year 2007 budget during the 2006 General Session. The original revenue estimatesin
the General Fund budget at the start of fiscal year 2007, excluding department-specific revenue sources such asfederal grants,
departmental collections, and including miscellaneous transfers, were 4.3 percent lower than the final fiscal year 2006 budget.
The decrease was primarily due to the Legislature reducing the salestax rate on unprepared food by 2 percent, effective January
1, 2007, and diverting additional salestax revenue to fund highway projects. Budget expenditures were 7.4 percent higher than
thefinal fiscal year 2006 budget. Carryover fundsfrom fiscal year 2006 were used to fund thisincrease and offset the decreasein
projected revenues. The Legislature increased funding for projected growth in Medicaid expenditures, capital development
projects and building maintenance needs, and higher education. Other increases included funding for increases in employee
salaries and benefits.

The budget was again addressed during the 2007 General Session of the Legidature (January to March 2007). General revenue
estimates had increased $211.7 million over those adopted in the 2006 General Session primarily dueto increased revenue estimates
for salesand usetax. Increased revenue estimates all owed the L egislature to designate $223.6 million of expected excessrevenuefor
fiscal year 2007 appropriations.

Final budgets of department-specific revenue sources increased over origina budgets and actual department-specific revenues
increased over final budgets mostly dueto an increasein federal mineral |ease revenues. Final budgetsfor many of the departmental -
specific revenue sources and rel ated expenditures such asfederal grants, departmental collections, and miscellaneousrevenues, are
generally revised based on actual collections. The difference between final budgeted expenditures and actual expenditures is
primarily dueto nonlapsing and unspent restricted fundsthat will be carried forward to the next year. However, $6 million of unspent
budgeted dollars were lapsed back to the General Fund by agencies.

Education Fund

Effective July 1, 2006, the Legislature created the Education Fund and required that all taxes on income and the reserves of the
Education Budget Reserve Account be accounted for in thisnew fund. Asaresult of this change, areclassification of $345.8 million
was made to reduce beginning fund balance of the Uniform School Fund and increase the beginning fund balance of the Education
Fund. The fund balance of the Education Fund (as adjusted) increased $220.9 million or 63.9 percent because revenues exceeded
transfers out of the fund. Education monies will be transferred out of the fund in the future for education needs.

Tax revenues now reported in the Education Fund increased $297.2 million or 11 percent from the prior year as restated for
comparability. Corporate taxesincreased $32.3 million or 8.5 percent and individual incometaxesincreased $264.9 million or 11.4
percent. There are no expenditures reported in the Education Fund. However, $2.787 billion wastransferred out to fund public and
higher education. The Uniform School Fund received $2.190 billion, the General Fund received $481.6 million, and the Nonmajor
Governmental Funds received $116 million for debt service and capital projects.

State law normally requires 25 percent of the “cumulative surplus’ in the Education Fund and the Uniform School Fund to be
transferred to the Education Budget Reserve Account. However, state law limits the combined totals of the General Fund Budget
Reserve Account and the Education Budget Reserve Account to 6 percent of combined appropriations from certain funds. At
yearend, the combined totals exceeded the 6 percent limit, and as aresult, no surplustransfer was made. However, the Legislature
appropriated $13.4 million in fiscal year 2007 to the fund for use in any future budget shortfalls in education. Established by the
Legidature in 2003, the Education Budget Reserve Account ended the year with a balance of $142.8 million.
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Uniform School Fund

As noted above, the beginning balance of the Uniform School Fund was reduced by $345.8 million and the Education Fund
beginning balance was increased by the same amount as a result of the reclassification of fund balance. After this adjustment, the
fund balance in the Uniform School Fund increased $55.1 million or 9.2 percent from the prior year, duein part to an $8.4 million
increase in revenues from excess unclaimed property and a$7.3 million increase in investment income. The remaining increasein
fund balance was the result of additional transfers from the Education Fund to support future public education expenditures.
Expendituresfor public education increased by $224.3 million or 9.7 percent, asthe Legislature increased the budget for enrollment
growth and for increased costs related to employee salary and benefit increases. The Uniform School Fund ended the year with a
“surplus’ from unreserved and undesignated sources of $176.9 million.

Transportation Fund

The fund balance of the Transportation Fund increased $117.1 million or 55.8 percent from the prior year. The increase was
primarily dueto additional net transfers (appropriations) into thefund for highway projects, much of which were unspent at June 30,
2007. In addition, revenues increased by $34 million or 4 percent, largely due to a$21.5 million increase in the motor and special
fuelstax and a$6.6 million increasein federal aeronauticsrevenue. Also, expendituresincreased by $57.4 million or 7.2 percent asa
result of increased spending on federal participating highway projects.

Authorized federal funding for highway construction remainsrelatively stable from year to year. However, the spending of stateand
federal revenue reflects the timing of highway construction projects, which is impacted by a variety of circumstances such as
environmental studies or weather. Also, the Department of Transportation has discretion on alocating federal fundsamong projects,
which impacts the amount of federal revenue reported in the Transportation Fund and Transportation Investment Fund.

Transportation Investment Fund

The fund balance of the Transportation I nvestment Fund decreased by $14.4 million or 10 percent from the prior year. Revenuesin
the fund increased $173.3 million or 181.4 percent, mostly due to anincrease in sales and use taxes of $154.3 million as a result of
House Bill 112, Transportation Investment Act, of the 2006 General Session. Thishill codified that 8.3 percent of general salestax
revenue be used for Centennial Highway projects accounted for within thisfund. Federal contractsand grantsrevenuesalso increased
$18.6 million or 343.6 percent due to the receipt of federa funds for the previously completed 1-15 reconstruction project.
Expendituresin the fund increased by $187.7 million or 106.5 percent primarily in construction expendituresfor the projects specific
to this fund.

Trust Lands Fund

Thefund balance of the permanent Trust Lands Fund increased by $232.9 million or 31 percent dueto revenuesgenerated fromland
use, sales of trust lands, and investment income. The permanent fund al so generated $25.6 million of cash investment earningsfor the
Uniform School Fund that is earmarked for distribution to local school districts. The principal inthefund isheld in perpetuity with
earnings restricted primarily to support public education.

FINANCIAL ANALYSISOF THE STATE'SPROPRIETARY FUNDS

Student Assistance Programs

The Student Assistance Programs finished the year with an increase in net assets of $22.6 million or 8.5 percent. Theincrease was
largely dueto anincreasein investment income. Federal reinsurance reimbursements decreased $9.1 million or 21.3 percent duetoa
decreasein the number of claims paid by lenders on defaulted loans. Of total net assets of $287.7 million, $195.9 millionisrestricted
for use within the Student Assistance Programs by bond covenants or by federal law.

Unemployment Compensation Fund

The State’ sunempl oyment rate decreased dlightly compared to the rate one year ago. Theimproving employment situation resulted
ina$4.8 millionor 4.7 percent decrease in benefit payments from the prior year. For the third consecutive year, employer taxesand
other revenues exceeded benefit payments. Assetswere sufficient to handle the demand for benefits, and net assetsincreased $150.9
million or 22 percent, to $838.1 million. The entire balance of net assetsin thisfund isrestricted for paying unemployment benefits
by state and federal law.

Water Loan Programs

The net assets of the Water Loan Programs increased $44.7 million or 7.5 percent from the prior year. Additional capital for loans
was provided from $24.9 million in dedicated sales tax revenues and $18.3 million in federal grants, in addition to net operating
revenues in the fund. Of total net assets of $642.7 million, $259.2 million isrestricted for use within the Water Loan Programs by
federal grant requirements. In addition, loans receivable for the programsincreased $19.8 million or 4 percent over the prior year.
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CAPITAL ASSET AND LONG-TERM DEBT ADMINISTRATION

Capital Assets

The State’ scapital assetsincreased anet $617.1 million during the year. The change consisted of net increasesininfrastructure (e.g.,
highways) of $155.4 million; land and rel ated assets of $36.3 million; and buildings, improvements, and construction in progress of
$421.1 million. Machinery and equipment increased a net $4.3 million during the year. Many buildings financed by the State are
actually owned by the colleges and universities, which are discrete component units of the State. Therefore, whilethe capital assets
are on the component unit’ s financial statements, any outstanding debt issued by the State to finance construction of those assetsis
reported as a liability of the State’s governmental activities. Thisin turn reduces unrestricted net assets. As of June 30, 2007, the
State had $28.5 million of outstanding debt related to capital assets of component units.

At June 30, 2007, the State had $243.3 million in commitmentsfor building projectsinitscapital projectsfunds, and $593.7 million
($242.9 millioninthe Transportation I nvestment Fund and $350.8 million in the Transportation Fund) in commitmentsfor highway
construction and improvement projects. Funding for the commitments will come from existing resources in these funds and from
future bond proceeds and appropriations.

The State has adopted an allowabl e alternative to reporting depreciation for roads and bridges (infrastructure assets) maintained by
the Utah Department of Transportation (UDOT). Under thisalternative method, referred to asthe“modified approach,” UDOT must
maintain an asset management system and demonstrate that the infrastructure is being preserved at or above established condition
levels. Infrastructure assets accounted for under the modified approach are not depreciated, and maintenance and preservation costs
are expensed.

The State's established condition level for roads is to maintain 50 percent with arating of “fair” or better and no more than 15
percent with a “very poor” rating. The most recent condition assessment, completed for calendar year 2006, indicated that 64.5
percent of theroadswerein“fair” or better condition. Only 11.3 percent of the roads assessed werein “very poor” condition. These
resultsreflect aslight declinefrom conditionsin calendar year 2005, when 69.5 percent of the roadswere assessed as“fair” or better,
and 6.3 percent assessed were in “very poor” condition.

The State’ s established condition level for bridgesisto maintain 50 percent with arating of “good” and no morethan 15 percent of
bridgeswith a“poor” rating. The most recent condition assessment, completed in April 2007, indicated that 71 percent and 2 percent
of bridgeswerein “good” and “poor” condition, respectively. These results are similar to the prior year.

During fiscal year 2007, the State spent $459.2 million to maintain and preserve roads and bridges. This amount is 21.3 percent
above the estimated amount of $378.6 million needed to maintain these assets at established condition levels.

More information about capital assets isincluded in Note 8 on page 84, and more detailed information on the State’s modified
approach for reporting infrastructure is presented in the Required Supplementary Information on page 120.

Long-term Debt

The Constitution of Utah authorizes general obligation borrowing only as approved by the L egislature. The Constitution also limits
outstanding state general obligation debt to 1.5 percent of the fair market value of all taxable property in the State, while state law
further restricts outstanding state general obligation debt to no morethan 45 percent of the appropriationslimit. Asof June 30, 2007,
the State was $531.1 million below the statutory debt limit and $2.211 billion below the debt limit established in the Constitution.
Revenue bonds are not backed by the general taxing authority of the State, but are payable solely from specific fees or loan
repayments as pledged in the bond indentures.

State of Utah
Net Outstanding Bonded Debt as of June 30
(Expressed in Millions)

Total

Governmental Business-type Total Primary Per centage
Activities Activities Gover nment Change

2007 2006 2007 2006 2007 2006 2006 to 2007

Generd Obligation Bonds..................... $ 12840 $ 14368 $ — 3 — $ 12840 $ 14368 (10.6)%

Revenue Bonds:

State Building Ownership Auth. ...... 275.5 295.6 37.0 38.3 3125 333.9 (6.4)
Student Assistance Programs........... — — 2,137.7 2,138.1 2,137.7 2,138.1 (0.0)

Total Bonds Payable.........cccccovevninene $ 15595 $ 17324 $ 21747 $ 21764 $ 37342 $ 3,9088 (4.5)%
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The State issued no new general obligation bonds or revenue bonds during fiscal year 2007.

The State’ sactive management of itsresources has helped the State maintainitstriple-A rating on general obligation bondsfromall three
national rating agencies, and double-A rating on | ease revenue bonds from two nationa rating agenciesfromwhich ratingswere sought.
Theseratings are the best available and save millions of dollarsin interest each year because the State is able to obtain very favorable
interest rates on new debt. Note 10 beginning on page 88 contains more information about the State’' s outstanding debt.

ECONOMIC OUTLOOK AND NEXT YEAR’'SBUDGET

Tax revenues are expected to increase moderately in fiscal year 2008. However, original general revenue estimates for the General
Fund, Education Fund and Uniform School Fund for fiscal year 2008 are slightly lower than actual fiscal year 2007 revenues. Thisis
because actual fiscal year 2007 revenueswere stronger than anticipated, creating asurplus. The Legidature balanced the 2008 budget
primarily by using anticipated 2007 carryover funds of $787.3 million and utilizing other miscellaneous sources. The Legislature
appropriated substantial amounts of new and ongoing money to public and higher education. Other areas that received increased
funding were roads and highways, capital projects, Medicaid, and substance abuse prevention and treatment. The Legisature also
appropriated $40 million to the Education Budget Reserve Account to cover any future budget shortfalls in education. State
employeeswere provided a 3.5 percent cost-of-living adjustment. An additional 1.5 percent in discretionary monieswas funded to
alleviate department-specific compensation problems. Other postempl oyment benefitswere funded with approximately $54 million.

Revenue collectionsto datein fiscal year 2008 arein linewith original estimates. Utah’ s economy isexpected to remain stableinthe
near future. The average unemployment rate is expected to decline in 2007 to 2.7 percent, down from the average 2006 rate of 2.9
percent. Taxableretail salesare expected to increase 7.3 percent by the end of 2007 and growth in personal incomeis expected to be
9 percent for the same period. Because these indicators are measured on a calendar-year basis, theimpact on the State budget will not
be fully realized until well into fiscal year 2008.

CONTACTING THE STATE'SDIVISION OF FINANCE

Thisfinancial report isdesigned to provide our citizens, taxpayers, customers, investors, and creditorswith ageneral overview of the
State' s finances and to demonstrate the State’ s accountability for the money it receives. If you have questions about this report or
need additional financial information, please contact the Department of Administrative Services. Division of Finance, Financial
Reporting Section at (801) 538-3082 or visit our Web site at: www.finance.utah.gov.

The preceding discussion and analysisfocuses on the State’s primary government operations. With the exception of afew nonmajor
component units, the State's component units each issue separate audited financial statements that include their respective
management’s discussion and analysis. Component unit statements may be obtained from their respective administrative offices or
from the Utah State Auditor’s Office, Utah State Capitol Complex, East Office Building, Suite E310, Salt Lake City, UT 84114.
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